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COMMONWEALTH O F  KENTUCKY 

BEFORE T K E  P U B L I C  S E R V I C E  C O H M I S S I O N  

In t h e  Hatter o f :  

THE A P P L I C A T I O N  OF DEWITT WATER D I S T R I C T  1 

THE ALTERNATE PROCEDURE FOR SHALL U T I L I T I E S  ) 
FOR AN ADJUSTMENT OF RATES PURSUANT TO ) CASE N O .  8 7 9 8  

O R D E R  

On March 31, 1983, Dewitt Water District ("Dewitt") filed an 

application with the Commiesion to increase its rates pursuant to 

807 KAR 5:076 ,  Alternative Rate Adjuetment Procedure f o r  Small 

Utilities ( " A R F " ) .  The proposed rates would produce additional 

revenue of approximately $6,481 annually, an increase of 55 percent. 

Based on the determination herein the revenue of Dewitt vi11 

increase by $3,000 annually, an increase of 25 percent. 

A hearing was not requested in this matter, and in accordence 

with the provisions of the ARP no hearing wae conducted. The 

decision of the Commission is based on information contained in the 

8pplicatiot1, written submissions, annual report8 and other documents 

on flle i n  the Commission offices. 

COMHENTARY 

Dewitt is a nonprofit water dietributlon system o r g a n l e c d  and 

existing u n d e r  the laws of t h e  Commonwealth of Kentucky, and merves 

approximately 83 CuBtomers in Knox County. 
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TEST PERIOD 

, Dewitt has proposed and the Commission has accepted the 12-month 

period ending December 31, 1982, as the test period for determining 

the reasonableness of the propoeed rates. In utilizing the 

historical test period, the Commission has given full consideration 

to known and measurable changes found reasonable. 

REVENUES AND EXPENSES 

The ARF was established to provide a simplified and less 

expensive method for small utilities to apply for rate increases 

with the Comaission. T h e  financial data from the 1982 annual report 

has been ueed ae the baeie for determining revenue requiremento. 

Dewitt proposed adjustments to revenues and expenses as reflected in 

the comparative income etatement filed in Part XI of the 

application. The Cornmieeion ie of the opinion that the propoeed 

adjustments are generally proper and acceptable f o r  rate-making 

purposes with the following modifications to reflect actual and 

anticipated operating conditions: 

Forfeited Discounts 

Dewitt reported miscellaneous non-operating income during the 

tent period of $227. In reeponee to a requeat for additional 

information thin revenue was identified by Dewitt as collectione of 

lata payment penalties. In accordance with the Uniform System of 

Accounts this revenue ehould be reported i n  operating income Account 

470, Forfeited Discounts. Therefore, an adjustment hae been made to 

transfer this revenue from non-operating income to operating 

revenue . 
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P u r c h a s e d  Water 

D e w l t t ' s  1982 a n n u a l  r e p o r t  r e f l e c t s  t h a t  l i n e  l o s s  f o r  t h e  t e a t  

p e r i o d  w a s  32 p e r c e n t .  The Commiss ion  h a 6  a n  e s t a b l i s h e d  p o l i c y  for 

1 r a t e - m a k i n g  p u r p o s e s  of d i s a l l o w i n g  t h e  c o s t  a s s o c i a t e d  w i t h  l i n e  
I 
I 
I loss i n  e x c e s s  of 15 p e r c e n t ,  w h i c h  h a s  b e e n  s t a t e d  in n u m e r o u s  

I d e c i s i o n s  of  t h i s  Commiss ion .  The m a i n  e x p l a n a t i o n  g i v e n  by D e w i t t  

I 
j 
I r e p a i r e d  as s o o n  as p o s s i b l e  a f t e r  t h e y  a r e  d i s c o v e r e d .  The l i n e  

I 
i 

for t h e  e x c e s s  l i n e  loss is b r e a k s  in l i n e s  w h i c h  i t  s a y s  a r e  

I lose for c a l e n d a r  y e a r s  1980 a n d  1 9 8 1  w a s  m a i n t a i n e d  a t  12  and 1 s  

p e r c e n t ,  r e s p e c t i v e l y .  T h e  l e v e l  of l i n e  l o s e  for t h e s e  2 y e a r s  

i i n d i c a t e s  t h a t  t h e  l o s s  f o r  1 9 8 2  was e x t r a o r d i n a r y  a n d  t h e  32 

p e r c e n t  l i n e  l o s e  s h o u l d  n o t  r e a s o n a b l y  be  e x p e c t e d  t o  r ecu r .  

T h e r e f o r e ,  t h e  Cornmission has d e t e r m i n e d  t h a t  a n  a d j u s t m e n t  o f  

$1,665 '  s h o u l d  be made t o  e x c l u d e  t h e  c o s t  a e e o c i a t e d  w i t h  t h e  l i n e  

loss in e x c e s s  of 15 p e r c e n t .  

R e g u l a t o r y  Commieelon  E x p e n s e s  

D e w i t t . 6  1 9 8 2  a n n u a l  r e p o r t  r e f l e c t s  t h a t  $100 was c h a r g e d  t o  

R e g u l a t o r y  Commission Expenses, A c c o u n t  9 2 8 ,  d u r i n g  t h e  t e a t  p e r i o d .  

T h i s  amount  r e p r e s e n t s  t h e  minimum a n n u a l  Commission a s s e e s m e n t  of 

$ 5 0  for 2 years. T h e r e f o r e ,  a n  a d j u s t m e n t  h a s  b e e n  made t o  r e d u c e  

t h i e  e x p e n s e  b y  $ 5 0  t o  r e c o g n i z e  t h e  a n n u a l  Commieeion a e e e e s m e n t  , 

I w h i c h  w i l l  b e  d u e  b a s e d  on gross r e v e n u e s  a l l o w e d  h e r e i n .  

1 ( g a l l o n .  mold) S , 8 6 6 , 4 0 0  - 6 , 9 0 1 , 6 4 7  
a5 

( a l l o w a b l e  g8llonr) 

6 , 9 0 1 , 6 4 7  X $1.00/1,0@0 g a l l o n a  = $ 6 , 9 0 2  - $ 6 , 5 6 7  = $ 1 , 6 6 9 .  
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In addition, the C mmi s 

Commission aeseesment should 

ion has determined that the annual 

properly be included in Taxer Other 

Than Income Taxes, Account 408, in accordance with the Uniform 

System of Accounta for Water Utilities as adopted by this 

Commission. Subsequent annual report0 ehould reflect the correct 

classification of this item of expense. 

Rate Caee Expense 

Dewitt propo8rd r n  rdjurtatnt to include an additional $500 in 

operating expenses to represent a 3-year amortization of anticipated 

cxpenecs to be incurred in connection with thie cs"0e. A breakdown 

of rate  caee expenee wae requeeted in the Commlseion'e Order issued 

on April 22, 1983. T w o  responses have been received. One reeponse 

came from the counsel for Dewitt, which s t a t e d  t h a t  h i s  fee wae 

estimated at $200. The second response came directly from Dewitt 

and etated that expenses had been estimated at $1,500 but now It 10 

expected that expenses w i l l  exceed $2,000. A breakdown was not 

furnished in either response nor was an explanation preeented 

concerning the basis for the expected amounts. 

The A R P  procedure w a s  established t o  provide a simplifded and 

lees expensive method for small utilities to present cases before 

t h e  Cornmireion. The ARF application w a s  designed eo that the 

utility ehould encounter little or no difficulty in presenting its 

case for an increase in rates. In addition, the type of Information 

requested by the Commission in its Order of April 22, 1983, 8hould 

h8ve been  readily available in the officee of Dewitt and obtainable 

W i t h  Only 1 i l ~ i t . d  a O O i 8 t 8 n C . a  
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It is t h e  o p i n i o n  o f  t h e  Commiss ion  t h a t  a m i n i m a l  amoun t  of 

r a t e  case e x p e n s e  should be i n c u r r e d  by a u t i l i t y  u n d e r  the ARF 

procedure. N e v e r t h e l e e s ,  rate case  e x p e n s e  hae b e e n  allowed i n  

p r e v i o u s  ARF p r o c e e d i n g e  when a r e a s o n a b l e  b a s i s  h a s  b e e n  p r e s e n t e d  

by t h e  u t i l i t y .  Xn t h i s  c a s e ,  D e w i t t  has r e f u s e d  t o  p r o v i d e  a d e q u a t e  

d o c u m e n t a t i o n  i n  s u p p o r t  of i t s  e s t i m a t e d  r a t e  case  e x p e n s e s .  The 

Coalniss lon can t a k e  a d m i n l a t r a t i v e  n o t i c e  t h a t  $200 for a t t o r n e y ' s  

f e e s  is q u i t e  r e a s o n a b l e ,  e s p e c i a l l y  i f  t h e  work of t h e  a t t o r n e y  

i n c l u d e s  a n a l y s i s  or a c c u m u l a t i o n  of d a t a ,  a l t h o u g h  t h e  f i l i n g  o f  a n  

ARP does n o t  g e n e r a l l y  r e q u i r e  l e g a l  e x p e r t f e e .  However ,  a review of 

t h e  record I n  t h l s  case i n d i c a t e s  t h a t  t h e  work p r o d u c t  of t h e  

a t t o r n e y  c o n s i s t e d  p r i m a r i l y  of o b j e c t i o n e  t o  Commiss ion  p o l i c i e s  

a n d  p r o c e d u r e s  s e t  o u t  i n  n u m e r o u s  d e c i s i o n s  w i t h  w h i c h  t h e  

a t t o r n e y ,  a e  a n  e x p e r i e n c e d  u t i l i t y  p r a c t i t i o n e r ,  e h o u l d  b e  

familiar. All s u b s t a n t i v e  r e s p o n s e s  were p r e p a r e d  d i r e c t l y  by t h e  

a p p l i c a n t .  C o u n s e l  i s  e n t i t l e d  t o  h i e  o b j e c t i o n e  to t h e  

Commfss ion ' s  p o l i c i e s  a n d  p r o c e d u r e s ;  h o w e v e r ,  t h e  a p p l i c a n t  a n d  i t s  

r a t e p a y e r s  a r e  n o t  b e n e f i t e d  by  h i s  u s i n g  t h i s  p r o c e e d i n g  t o  v e n t  

his d i s a g r e e m e n t  w i t h  t h e  Comrniseion.  T h e r e f o r e ,  i n  l i g h t  of 

Dewitt'B f a i l u r e  t o  documen t  a n y  r a t e  c a s e  e x p e n e e  a n d  a r e v i e w  of 

t h e  r e c o r d ,  the Commioolon ham d e t e r m i n e d  t h a t  no r a t e  c8.0 expenre 

8 h o u l d  be a l l o w e d  i n  t h i e  c a e e .  

B a t e  D e s i g n  

D e w i t t  p r o p o s e d  t o  c h a n g e  I t a  r a t e  s t r u c t u r e  by a d j u e t i n g  t h e  

uaage level8 in the various r a t e  b l o c k s  to r e f l e c t  the a c t u a l  u e a g e  

l e v e l 8  of i t 6  c u s t o r n e r e  more a c c u r a t e l y .  T h e  C o m m i e e i o n  is of t h e  



opinion that the proposed usage levels are ressonable, will e n a b l e  

Dewitt to achieve a fairer allocation of usage and billing. thus 

benefiting both the utility and its customers, and should, 

therefore, be approved. 

Depreciation 

T h e  depreciation expense for the test perlod was based on the 

total utility plant in service  of $78,817, It is the p o l i c y  of the 

Co~~uaissian Bet out in numerous decisions to compute depreciation 

expense for rste-making purposes on the basis of the Original Cost 

of the plant in service less contributions in a i d  of construction. 

T h e  C o ~ m i s e i o n  has determined that contribufione l a  a i d  of 

construction represent approximately 63 percent of the total cost of 

utility plant In service. Therefore, depreciation expense has been 

reduced by $1,404 f o r  t h e  t e s t  period to exclude depreciation on 

a s e e t a  purchased with contributions in aid of construction. 2 

Interest Expense 

Interest expense has been reduced by $20 to reflect the annual 

interest  expense on long-term debt: outstanding a t  the end of t h e  

teat period. 

After consideration of the aforementioned adjuotacnts, the 

Commlmmion LPndm Dewltt'8 adjumted t e s t  p e r i o d  operatlonm are am 

followe: 

Contributions in Aid of Construction (year end) $50,121 
Plant in Service (year end) 9 144 31 6 2 2  

$2,265 (Depreciation Expenee) x .62 - $ 1 , 4 0 4 .  
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A c t u a l  P r o  f o r m a  A d j u s t e d  

O p e r a t i  ng R e v e n u e s  $ 1 2 , 5 9 2  $ C 6 5 6 >  $ 1 1 , 9 3 6  
O p e r a t i n g  E x p e n s e s  1 6 , 2 2 9  <3 ,119>  1 3 . 1 1 0  
O p e r a t i n g  Income $ < 3 , 6 3 7 >  $ 2 , 4 6 3  $ < 1 , 1 7 4 >  

O t h e r  Xncome 298  ( 2 2 7 )  7 1  

A d j  u s t m e n t e  T e a t  P e r i o d  T e s t  P e r i o d  

In t e re s t  Expenee Debt 1 , 2 6 0  (20) 1 , 2 4 0  
Net Income $ < 4 , 5 9 9 >  $ 2 , 2 5 6  $ < 2 , 3 4 3 >  

REVENUE REQUIREMENTS 

D e w i t t ' s  d e b t  e e r v i c e  b a s e d  on  t h e  a v e r a g e  p r i n c i p a l  a n d  

I n t e r e s t  paytmente d u e  w i t h i n  t h e  n e x t  5 p e a r s  i e  $ 1 , 9 2 0 ,  I t e  bond 

o r d i n a n c e s  r e q u i r e  a 1.2X d e b t  e e r v i c e  c o v e r a g e  r a t i o .  T h e  a d j u s t e d  

t e s t  p e r i o d  o p e r a t i n g  s t a t e m e n t  r e f l e c t 6  a n e t  o p e r a t i n g  l o s e  of 

$1 ,174  w h i c h  p r o v i d e 6  i n a d e q u a t e  c o v e r a g e  on D e w i t t ' s  debt e e r v i c e  

o b l i g a t i o n s .  T h e  Commiss ion  i e  of t h e  o p i n i o n  that t h e  a d j u s t e d  

o p e r a t i n g  i n c o m e  i s  i n a d e q u a t e  and w i l l  a d v e r e e l y  affect the  

f i n a n c i a l  c o n d i t i o n  of Dewitt. To i m p r o v e  D e w i t t ' e  f i n a n c i a l  

c o n d i t i o n ,  a d d i t i o n a l  r e v e n u e s  of $3,023 w i l l  be t e q u l r e d .  Bared o n  

a d j u s t e d  t e s t  p e r i o d  r e s u l t s ,  t o t a l  r e v e n u e 8  of $ 1 4 , 9 5 9  will p r o d u c e  

n e t  o p e r a t i n g  income of $ 1 , 8 7 2  w h i c h ,  a f t e r  c o n s i d e r i n g  o ther  income 

of $ 7 1 ,  w i l l  be a u f f i c i t n t  t o  a l low D e w i t t  t o  p a y  i t a  o p e r a t i n g  

e r p e n e e r  a n d  meet i t s  a n n u a l  d e b t  s e r v i c e  o b l i g a t i o n r .  

SUMMARY 

T h e  C o r n m i a s i o n ,  after c o n a i d e r a t i o n  of t h e  e v i d e n c e  o f  record 

and being a d v i r e d ,  Is of the o p i n i o n  a n d  f i n d s  t h a t :  

1. T h e  r a t e6  i n  A p p e n d i x  A a r e  f a i r ,  j u s t  and  r e a e o n a b l e  rate8 

for Dewitt i n  t h a t  t h e y  v i11  p r o d u c e  annual o p e r a t i n g  r e v e n u e s  of 
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. 
a p p r o x i m a t e l y  $ 1 4 , 9 5 9  a n d  s h o u l d  b e  a p p r o v e d .  T h e s e  r e v e n u e s  will 

b e  s u f f i c i e n t  t o  m e e t  D e w i t t ' s  o p e r a t i n g  e x p e n s e s  found r e a s o n a b l e  

f o r  r a t e - m a k i n g  p u r p o s e s ,  serwice i t s  d e b t ,  and  p r o v i d e  a r e a s o n a b l e  

o u r p l u s .  

2 .  T h e  ra tes  p t o p o e e d  by D e w i t t  wou ld  p r o d u c e  r e v e n u e  i n  e x c e s s  

of t h a t  found r e a e o n a b l e  h e r e i n  a n d  s h o u l d  b e  d e n i e d .  

IT IS TKEREFORE ORDERED t h a t  t h e  ra tes  in A p p e n d i x  A be 8nd  t h e y  

h e r e b y  a r e  a p p r o v e d  for s e r v i c e  r e n d e r e d  by D e w i t t  o n  a n d  a f t e r  t h e  

d a t e  of t h i s  O r d e r .  

IT IS FURTHER ORDERED t h a t  t h e  ra tes  p r o p o s e d  by D e w i t t  be a n d  

t h e y  h e r e b y  a re  d e n i e d .  

I T  IS PURTBER ORDERED t h a t  w i t h i n  30 days f r o m  the d a t e  of this 

O r d e r  D e w i t t  shall f i l e  w i t h  t h i s  Commission i t s  r e v i s e d  t a r i f f  

s h e e t s  setting o u t  the r a t e s  a p p r o v e d  h e r e i n .  

Done at F r a n k f o r t ,  K e n t u c k y ,  t h i e 1 5 t h  day of July, 1983. 

P U B L I C  S E R V I C E  COMMISSION 

ATTEST : 

Secretary 



. 
APPENDIX A 

APPENDIX TO AN ORDER OF T H E  P U B L I C  SERVICE 
COMMISSION IN CASE NO. 8 7 9 8  DATEDJULY 15, 1983 

The following rates are prescribed for the customers 

in t h e  area s e r v e d  by Dewitt Water District. All other rates 

and c h a r g e s  not specifically mentioned herein s h a l l  remain 

the same as those in effect under authority of the Commission 

prior to the date of this o r d e r .  

RATES: Monthly 

First 1,000 gallons 
Next 9,000 gallons 
Next 20,000 gallons 
Over 30,000 gallons 

$ 5.50 Minimum Bill 
2.00 per 1,000 gallons 
1.60 per 1,000 gallons 
1.25 per 1,000 gallons 


